Global macroeconomic imbalances are not new. The global economy has faced external payment imbalances of disturbing dimensions and related adjustment difficulties before. China has a large and growing merchandise trade and current account surplus vis-à-vis the US. Although the current transpacific macroeconomic imbalance is of an unprecedented magnitude, has persisted for a long while, and threatens to endure further and exacerbate, during the postwar period a substantial number of similar episodes of large and persistent imbalances occurred. Whether the transpacific imbalance could be a threat to the global economy at some time in the present or near future has generated an impassioned debate in the profession. It has generated a good deal of popular interest as well; Martin Wolf of the Financial Times launched a website on this theme under the rubric of "what is happening is extraordinary." Such imbalances have been facilitated by financial globalization. One of its consequences is a larger and more liquid global financial market. Ongoing financial globalization and the development of new instruments has made it possible for economies to develop significant current account imbalances. In a perfectly globalized financial market, global imbalances need not persist for long periods and should be resolved smoothly by market forces. As the transpacific trade and current account imbalances are quantitatively the largest, they have attracted the most attention from the academic and policy-making communities.
The IMF defined large and persistent imbalances as episodes where the current account balance was higher than 2 percent of GDP in absolute value and persisted for a minimum of 5 years (WEO, 2007) . 1 Based on these norms, 42 episodes of large and sustained external deficit reversals were identified in the industrial economies during the post-World War II period by the WEO (2007) , 36 episodes of large and sustained reversals of external surpluses were identified in the industrial economies, 49 episodes were identified in the EMEs and 15 episodes in the oil-exporting economies. Also, there were 20 cases of large and persistent surpluses in all the different economic subgroups, which included the two-decadelong current account surplus of Switzerland. Thus, it would not be wrong to conclude that imbalances have lived with the global economy for a long time.
Such imbalances, that is, deficits and surpluses, usually emerged and persisted due to domestic and external policy miscalculations and conflicts. Although researchers have paid a good deal of attention to such episodes of external imbalances in the industrial and EMEs, for the most part they focused on current account deficits and their reversals. 2 When large macroeconomic imbalances emerge, disagreements on burden sharing often force the imbalances to persist for long periods, albeit macroeconomic diplomacy can lead to cooperative solutions. Two of the best-known examples of such macroeconomic cooperation were the Plaza (September 1985) and the Louvre (February 1987) Accords, which were closely studied and analyzed by economists (Das, 1992) .
By 2000, the transpacific imbalances had grown to a significant proportion, and the World Economic Outlook, a biennial publication of the IMF, had warned about their persistence and deleterious impact. The US economy was running a large current account deficit, as opposed to the economies of China, Japan and some EMEs that were in the surplus. The current account in the Euro area was not experiencing significant imbalances and remained more or less in balance. It is not expecting them either. Currencies in the Euro area have appreciated significantly against the dollar and in effective terms. The European Central Bank (ECB) did not intervene in the foreign exchange market since early 2002 and allowed the euro to appreciate and it did. It was hoped that after the recovery from the 2001 global recession starts, the transpacific and other imbalances will shrink and normalcy will prevail. However, despite a rapid and strong post-2002 global recovery payment, imbalances continued to worsen and reached a new high, leading to apprehension regarding the impending economic and financial instability.
